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DEC ? 3 1994 

CERTIFIED MAIL 

Dear Applicant: 

We have considered pour application for recognitian of exemption from Federal 
income t a x  under section 50l(c)(7) of the Internal Revenue Code and 'have 
determined that you do not qualify for exemption under that section. Our 
reasons for this conclusion and the facts an :ihich it is based are explained 
below. 

The information submitted i n d i c a t e s  that your organization was incorporated in 
******** on ******* ****. Your purposes as  stated in your Articles of 
incorporation are: 

(1) To own or lease and maintain one or more aircraft for the education, 
transportation, and general use of the members of the Corporation or 
their farnixies or such individuals as the Board of Directors may 
designate pursuant to any by-laws which may hereafter be adopted. 

( 2 )  To acquire, own, hold, sell, lease, pledge, mortgage, or o'cherwise 
dispose of any property, real or personal, necessary to the 
operation of the Corporation. 

(3) To borrow money, contract debts, make contracts, and to exercise any 
and all other powers as a natural person could l a r r f u l l y  make, do 
perform, or exercise which may be necessary, convenient, or 
expedient for the accomplishaent of any of its objects or purposes, 
providing the same be not inconsistent with the laws of the State of  
******** and to that end, enumeration of such powers shall not be 
deemed inclusive. 

(4 )  To d.o anything permitted by the Corporations and Associations 
Article {Section *****) of the ******** Code as amended from time to 
time. 
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****************. 

Y3u are a membership organization with **** members. Each members owns****th 
of the*********************** aircraft built in ****. 

Your income is from gross dues and assessments against members. Members pay 
an hourly fee to use the airplane, currently $** based on the actual cost of 
maintaining the aircraft, and share equaliy the cost for insurance and hanger 
rent. Your expenses are for those attributable to activities related to the 
organization's purposes, hanger rent, and depreciation. 

All repairs to the aircraft are done by a FAA licensed repair station, and 
members that assist in specified pilot performed maintenance do so on their 
own time. 

In you letter dated ****************4, you confirmed the only presently 
scheduled meetings are: 

(1) August 1 (or next business day) for annual business meeting lasting 
2-3 hours. 

(2) Saturday in May for 4-6 hours to perform aircraft and hanger cleanup 
and minor aircraft maintenance. 

( 3 )  Saturday in October for 4-6 hours to perform aircraft and hanger 
cleanup and minor aircraft maintenance. 

You indicated you have recently planned to meet on***************** for a 
holiday party with other local pilots. You also indicated there are other 
meetings and trips by members as a group; they are not formally scheduled but 
come by way of telephone to plan a next day trip to some airport for lunch or 
a day trip experience. You also indicated they generally occur once per 
month, more often in summer less often in winter. Your scheduling calendar 
for January 1 through November 30, 1994 indicated only one shared trip by *** 
of your members, on*************** 

You also indicated you have not and are not planning to sponsor any activities 
either for members or the general public. 

You indicated non-members may be passengers upon an invitation by the 
pilot-in-command. And, while there is no fee charged, they may share an equal 
portion of the cost to make a particular flight, as  to be determined by the 
participants. 

Section 501 (c)(7) of the Internal Revenue Code provides for exemption for 
clubs organized for pleasure, recreation, and other nor,'p?ofitable purposes, 
substantially all of the activities of which are for 2uch purposes,and no part 
of the net earnings of which inures to the benefit oi any private shareholder. 



* * *  ******* ***  

Sect ion 1.501!(c) (71-1 of t h e  Income Tax Regulations provides t h a t ,  i n  general ,  
t h i s  exemptioln extends t o  s o c i a l  and recrea t iona l  c lubs  which a r e  supported 
sol-ely by memibership f e e s  and assessments. A club which engages 
i n  business ,  such as making its s o c i a l  and r ec rea t iona l  f a c i l i t i e s  ava i lab le  
t o  t h e  genera l  publ ic  o r  s e l l i n g  products  and merchandise is  not organized and 
operated exc lus ive ly  f o r  p leasure  and recrea t iona l  purposes. 

Sect ion 1.501 (c )  (7)  of t h e  Income Tax Regulations provides a s  follows: 

a) The exemption provided by s e c t i o n  501(a) f o r  organizat ions described 
i n  s ec t ion  501(c) (7) a p p l i e s  only t o  clubs which a r e  organized and 
operated exc lus ive ly  f o r  p leasure ,  recrea t ion ,  and o the r  nonprofi table  
purposes, but does not  apply t o  any club i f  any p a r t  of i ts ne t  earnings 
inu res  t o  t he  bene f i t  of any p r i v a t e  shareholder.  I n  genera l ,  t h i s  
exemption extends t o  s o c i a l  and r ec rea t ion  c lubs  which a r e  supported 
s o l e l y  by membership f e e s ,  dues,  and assessments. However, a club 
otherwise e n t i t l e d  to  exemption w i l l  not be d i s q u a l i f i e d  because it 
r a i s e s  revenues from members through the use of c lub  f a c i l i t i e s  o r  i n  
connection with c lub  a c t i v i t i e s .  

b) A club which engages i n  business ,  such a s  making its s o c i a l  and 
r ec rea t iona l  f a c i l i t i e s  available! t o  the  general  publ ic  - i s  not 
organized and operated exc lus ive ly  f o r  pleasure,  r ec rea t ion ,  and other  
nonprof i tab le  purposes, and i s  not exempt under sec t ion  501(a) .  
S o l i c i t a t i o n  by advertisement o r  otherwise f o r  pub l i c  patronage of i t s  
f a c i l i t i e s  is prima f a c i e  evidence t h a t  the club is engaging i n  business 
and is  not being operated exc lus ive ly  f o r  pleasure,  recrea t ion ,  o r  s o c i a l  
purposes. 

Publ ic  Law 94-568 as  explained i n  Senate Report No. 94-1318, published i n  
Cumulative Bu l l e t i n  1976-2, page 597, provides t h a t  a club,  exempt from 
t a x a t i o n  and described i n  s e c t i o n  5 0 1 ( c ) ( 7 ) ,  i s  permit ted t o  receive up t o  35 
percent  of i t s  gross  r e c e i p t s  from a combination of investment income and 
r e c e i p t s  from nonmember use of i t s  f a c i l i t i e s  or s e r v i c e s ,  s o  long a s  t he  
l a t t e r  does not represent  more than 15  percent  of t h e  t o t a l  r ece ip t s .  It i s  
f u r t h e r  s t a t e d  t h a t  i f  an organiza t ion  exceeds these l imits,  a l l  of t he  f a c t s  
and circumstances must be considered i n  determining whether the  organizat ion 
q u a l i f i e s  f o r  exempt s t a t u s .  

Revenue Procedure 71-17, puhlished i n  Cumulative Bu l l e t i n  1971-1, page 683, 
e s t a b l i s h e s  recordkeeping requirements f o r  soc i a l  c lubs ,  t o  separa te  
nonmember income. I f  t he se  requirements a re  not met, c e r t a i n  presumptions a s  
t o  member vs. nonmember income may be made, a s  ou t l ined  i n  the  Revenue 
Procedure. 



***************** 

Revenue Ruling 70-32 published in Cumulative Bulletin 1970-1, page 132, holds 
that a flying club providing economical flying facilities for its members but 
having no organized social and recreation program does not qualify for 
exemption under section 501(c) (7) of the Code. 

Revenue Ruling 69-635 published in Cumulative Bulletin 1969-2, page 126, holds 
that an automobile club whose principal activity is rendering automobile 
services to its members but has no significant social activities does not 
qualify for exemption under section 501(c) ( 7 )  of the Code. 

There is no statutory definition of "club" as used in section 501(c)(7) of the 
Code. However, Revenue Ruling 58-589 published in Cumulative Dulletin 1958-2, 
Page 266, sets forth the criteria for exemption under section 501(c) (7) of the 
Code and provides that a club must have a membership of individuals, parsonal 
contacts, and fellowship. A comingling of members must play a material part 
in the activities of the organization. 

Generally, the lack of commingling of members is an indication that the basic 
purpose of an organization is only to provide personal services and/or goods 
to the membership in a manner that is similar to a commercial counterpart. 

Our review of the information submitted in your application and subsequent 
information provided, indicates that you do not meet the criteria to be exempt 
under this section. Like the organizations described in the above Revenue 
Rulings, you have not de~onstrated that regular social contzct and fellowship 
constitutes a material part of your organization's activities. 

Therefore, we have concluded that you do not qualify for exemption from 
Federal income tax-as an organization described in section 501(c) (7)  of the 
Code. In accordance with this determination, you are required to file Federal 
incoaa tax returns on Form 1120. 

If you do not agree with our determination, you may request consideration 
of this matter by the'office of Regional Director of Appeals. To do this you 
should file a written appeal as explained in the enclosed Publication 892. 
Your appeal should give the facts, law, and any other information to support 
your position. If you want a hearing, please request it when you file your 
appeal and you will be contacted to arrange a date. The hearing may be held 
at the regional office, or, if you request, at any mutually convenient 
district office, If you will Be represented by someone who is not one of your 
principal officers, that person will need to file a power of attorney or tax 
authorization with us. 



***************** 

If .you don't appc2al this determination within 30 days from the date of this 
letter, as explt.ined in Publication 892,. this letter will become our final 
determination on this matter. 

Appeals submitted which do not contain all the documentation required by 
Publication 892 will be returned for completion. 

If you have any questions, please contact the person whose name and telephone 
number are shown in the heading of this letter. 

Sincerely, 

********* ********** 
District Director 

Enclosure: Publication 892 


